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UDITOR -GENERAL 
SOUTH AFRICA 

Report of the auditor-general to the North West 
provincial legislature and the council on the Lekwa- 
Teemane Local Municipality 

Report on the consolidated and separate financial statements 
Introduction 

1 I was engaged to audit the consolidated and separate financial statements of the Lekwa- 
Teemane Local Municipality set out on pages XX to XX, which comprise the consolidated and 
separate statement of financial position as at 30 June 2016, the consolidated and separate 
statement of financial performance, statement of changes in net assets, cash flow statement 
and the statement of comparison of budget and actual amounts for the year then ended, as 
well as the notes, comprising a summary of significant accounting policies and other 
explanatory information. 

Accounting officer’s responsibility for the consolidated and separate 
financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
consolidated and separate financial statements in accordance with the South African 
Standards of Generally Recognised Accounting Practice (SA standards of GRAP) and the 
requirements of the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA) and the Division of Revenue Act of South Africa, 2015 (Act No. 1 of 2015) 
(DoRA) and for such internal control as the accounting officer determines is necessary to 
enable the preparation of consolidated and separate financial statements that are free from 
material misstatement, whether due to fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on the consolidated and separate financial 
statements based on conducting the audit in accordance with International Standards on 
Auditing. Because of the matters described in the basis for disclaimer of opinion paragraphs, 
however, I was unable to obtain sufficient appropriate audit evidence to provide a basis for an 
audit opinion. 

Basis for disclaimer of opinion 
Revenue from non-exchange transactions 

4. I was unable to obtain sufficient appropriate audit evidence for property rates due to 
adjustments made for farmers’ rebates. I was unable to confirm the adjustment for property 
rates by alternative means. Consequently, I was unable to determine whether any adjustment 
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to property rates of R1 1 987 738 (2015; RIO 1 13 392) in the consolidated and separate 
statement of financial performance was necessary. 

Expenditure 

5. I was unable to obtain sufficient appropriate audit evidence for general expenses due to the 
incorrect accounting treatment relating to write-offs pertaining to receivables. I was unable to 
confirm the general expenses by alternative means. Consequently, I was unable to determine 
whether any adjustments to general expenses of R44 352 001 and R44 022 775 in 
consolidated and separate statement of financial performance respectively, were necessary. 

6. During 2015, 1 was unable to obtain sufficient appropriate audit evidence for general expenses 
and contracted services as the municipality had an inadequate system of internal control to 
account for these expenditures. I was unable to determine whether any adjustments to general 
expenses of R38 198 054 and R38 186 262 and contracted services of R6 805 759 in the 
consolidated and separate statement of financial performance respectively, were necessary. 
My audit opinion on the financial statements for the period ended 30 June 2015 was modified 
accordingly. I was still unable to confirm this expenditure by alternative means. Consequently, 
my opinion on the current period’s financial statements is also modified because of the 
possible effect of this matter on the comparability of the current period’s figures. 

Property, plant and equipment 

7. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for property, plant and equipment to rectify a prior year misstatement. I 
was unable to confirm the restatement of the corresponding figure for property, plant and 
equipment by alternative means. As the restatement also impacts on the current year balance 
and depreciation, consequently, I was unable to determine whether any adjustments to the 
property, plant and equipment of R345 277 849 and R345 219 032 (2015: R350 264 227 and 
R350 162 894) in the consolidated and separate statement of financial position respectively or 
the depreciation and amortisation expense of R18 007 880 and R17 959 914 

(2015: R22 920 975 and R22 873 009) in the consolidated and separate statement of financial 
performance respectively, were necessary. 

Receivables 

8. I was unable to obtain sufficient appropriate audit evidence for traffic fines receivable as the 
municipality did not have adequate accounting records. I was unable to confirm these traffic 
fines receivables by alternative means. Consequently, I was unable to determine whether any 
adjustment to traffic fines receivable of R3 717 160 in consolidated and separate statement of 
financial position was necessary. 

Trade and other payables 

9. I was unable to obtain sufficient appropriate audit evidence for accrued leave pay included in 
trade and other payables as the municipality did not maintain adequate accounting records to 
account for leave transactions. I was unable to confirm this payable by alternative means. 
Consequently, I was unable to determine whether any adjustments relating to accrued leave 
pay of R4 854 671 and R4 844 131 included in payables from exchange transactions 
disclosed in note 23 to the consolidated and separate financial statements was necessary. 


Provisions 
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10. The municipality incorrectly classified the long service award as a provision in terms of GRAP 
19 Provisions, contingent liabilities and contingent assets instead of a long term employee 
benefit, as required by GRAP 25 Employee benefits due to an incorrect interpretation of the 
accounting standards. Consequently long term employee benefits are understated and 
provisions are overstated by R3 040 000 in the consolidated and separate statement of 
financial position. 

Accumulated surplus 

11. I was unable to obtain sufficient appropriate audit evidence for adjustments made directly to 
the accumulated surplus as the municipality did not maintain adequate accounting records. I 
was unable to confirm these adjustments by alternative means. Consequently, I was unable to 
determine whether any adjustment relating to accumulated surplus of R1 1 1 809 196 and 

R1 1 1 459 787 (2015: RMS 424 330 and RMS 592 039) in the consolidated and separate 
statement of financial position was necessary. 

Contingent liability 

12. The municipality incorrectly classified the leave accruals exceeding 48 days as a contingent 
liability in terms of GRAP 19 Provisions, contingent liabilities and contingent assets due to an 
incorrect interpretation of the accounting standard. Consequently contingent liabilities are 
overstated by R3 851 911. 

Disclaimer of opinion 

13. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matters 

14. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unauthorised, irregular and fruitless and wasteful expenditure 

15. As disclosed in note 52 to the financial statements, the unauthorised expenditure in respect of 
prior years of R60 992 619 had not yet been dealt with in accordance with section 32 of the 
MFMA. 

16. As disclosed in note 54 to the financial statements, irregular expenditure of R1 567 868 was 
incurred in the current year and irregular expenditure from prior years of R59 794 413 had not 
yet been dealt with in accordance with section 32 of the MFMA. 

17. As disclosed in note 53 to the financial statements, fruitless and wasteful expenditure of 

R5 748 877 was incurred in the current year and fruitless and wasteful expenditure from prior 
years of R19 591 386 had not yet been dealt with in accordance with section 32 of the MFMA. 

Material losses 

18. As disclosed in note 55 to the financial statements, material losses of 15 520 775 kilowatts per 
hour of electricity and 1 985 587 kilolitres of water to the amount of R19 302 700 were incurred 
as a result of distribution losses from water and electricity. 
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Restatement of corresponding figures 

19. As disclosed in note 48 to the financial statements, the corresponding figures for 30 June 2015 
have been restated as a result of an error discovered during 2016 in the financial statements 
of the Lekwa-Teemane Local Municipality at, and for the year ended, 30 June 2015. 

Going concern 

20. Note 50 to the financial statements indicates that the Lekwa-Teemane Local Municipality 
incurred a net loss of R25 219 681 during the year ended 30 June 2016 and, as of that date, 
the municipality’s current liabilities exceeded its current assets by R230 173 902. These 
conditions, along with other matters as set forth in note 50, indicate the existence of a material 
uncertainty that may cast significant doubt on the municipality’s ability to operate as a going 
concern. 

Additional matters 

21 . I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unaudited disclosure notes 

22. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose particulars of 
non-compliance with the MFMA. This disclosure requirement did not form part of the audit of 
the financial statements and accordingly I do not express an opinion thereon. 

Unaudited supplementary schedules 

23. The supplementary information set out on pages XX to XX does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules and 
accordingly I do not express an opinion thereon. 

Report on other legal and regulatory requirements 

24. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
the general notice issued in terms thereof, I have a responsibility to report findings on the 
reported performance information against predetermined objectives for selected key 
performance areas presented in the annual performance report, compliance with legislation 
and internal control. The objective of my tests was to identify reportable findings as described 
under each subheading but not to gather evidence to express assurance on these matters. 
Accordingly, I do not express an opinion or conclusion on these matters. 

Predetermined objectives 

25. I performed procedures to obtain evidence about the usefulness and reliability of the reported 
performance information for the following selected key performance areas presented in the 
annual performance report of the municipality for the year ended 30 June 2016: 

• KPA 1 ; Basic services and infrastructure development on pages x to x 

• KPA 2; Local economic development on pages x to x 

26. I evaluated the usefulness of the reported performance information to determine whether was 

consistent with the planned key performance areas. I further performed tests to determine 
whether indicators and targets were well defined, verifiable, specific, measurable, time bound 
and relevant, as required by the National Treasury’s Framework for managing programme 
performance information (FMPPI). 
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27. I assessed the reliability of the reported performance information to determine whether it was 
valid, accurate and complete. 

28. The material findings in respect of the selected key performance areas are as follows: 

KPA 1 : Basic services and infrastructure development 
Usefulness of reported performance information 

29. The FMPPI requires that indicators be well defined and verifiable and targets be specific, 
measureable and time bound: 

• A total of 53% of the indicators were not well defined. 

• A total of 67% of the indicators were not verifiable 

• The required performance for 67% of the targets could not be measured. 

Reliability of reported performance information 

30. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and store 
performance information to ensure reliable reporting of actual achievements against planned 
objectives, indicators and targets. I was unable to obtain the information and explanations I 
considered necessary to satisfy myself as to the reliability of the reported performance 
information. This was due to the auditee’s records not permitting the application of alternative 
audit procedures. 

KPA 2: Local economic development 
Usefulness of reported performance information 

31. The FMPPI requires that performance indicators should be well defined by having clear 
definitions so that data can be collected consistently and is easy to understand and use. A 
total of 50% of indicators were not well defined 

Reliabiiity of reported performance information 

32. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and store 
performance information to ensure reliable reporting of actual achievements against planned 
objectives, indicators and targets. I was unable to obtain the information and explanations I 
considered necessary to satisfy myself as to the reliability of the reported performance 
information. This was due to the auditee’s records not permitting the application of alternative 
audit procedures. 

Additional matter 

33. I draw attention to the following matter: 

Achievement of planned targets 

34. Refer to the annual performance report on pages 62 to 86 for information on the achievement 
of the planned targets for the year. This information should be considered in the context of the 
material findings on the usefulness and reliability of the reported performance information for 
the selected key performance areas reported in paragraphs x to x of this report. 
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Compliance with legislation 

35. I performed procedures to obtain evidence that the municipality had complied with applicable 
legislation regarding financial matters, financial management and other related matters. My 
findings on material compliance with specific matters in key legislation, as set out in the 
general notice issued in terms of the PAA, are as follows: 

Annual financial statements and annual reports 

36. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of 
disclosure items identified by the auditors in the submitted financial statements were 
subsequently corrected and the supporting records were provided subsequently, but the 
uncorrected material misstatements and supporting records that could not be provided 
resulted in the financial statements receiving a disclaimer audit opinion. 

37. Sufficient appropriate audit evidence was not provided that the 2014-15 annual report was 
published for the local community to submit representations in connection with the annual 
report, as required by section 127(5)(a) of the MFMA. 

38. Sufficient appropriate audit evidence was not provided that the council adopted an oversight 
report containing the council's comments on the annual report within the prescribed timelines, 
as required by section 129(1) of the MFMA. 

39. Sufficient appropriate audit evidence was not provided that the oversight report adopted by the 
council on the 2014-15 annual report was made public, as required by section 129(3) of the 
MFMA. 

Strategic planning and performance management 

40. The performance management system was in place but the related controls for monitoring, 
review and reporting on predetermined objectives were not effectively implemented, as 
required by sections 38 of the MSA and regulation 7 of the Municipal planning and 
performance management regulations 

Expenditure management 

41 . Money owed by the municipality was not always paid within 30 days, as required by section 
65(2)(e) of the MFMA. 

42. Reasonable steps were not taken to prevent irregular and fruitless and wasteful expenditure, 
as required by section 62(1 )(d). 

Consequence management 

43. Sufficient appropriate evidence was not provided that irregular and fruitless and wasteful 
expenditure incurred by the municipality was being investigated to determine if any person is 
liable for the expenditure, as required by section 32(2)(b) of the MFMA. 

Procurement and contract management 

44. I could not obtain sufficient appropriate audit evidence that goods and services with a 
transaction value of below R200 000 were procured using price quotations as required by 
SCM regulations 17(a) and (c). 


45. I could not obtain sufficient appropriate audit evidence that the preference point system was 
applied in all procurement of goods and services above R30 000, as required by section 2(a) 
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of the Preferential Procurement Policy Framework Act and SCM regulation 28(1 )(a). 

46. I could not obtain sufficient appropriate audit evidence that contracts were awarded only to 
bidders who submitted a declaration on whether they were employed by the state or 
connected to any person employed by the state, as required by SCM regulation 13(c). 

47. I could not obtain sufficient appropriate audit evidence that contracts were only extended or 
modified after tabling the reasons for the proposed amendment in the council of the 
municipality, as required by section 116(3) of the MFMA. 

48. I could not obtain sufficient appropriate audit evidence that contract were only awarded to 
providers whose tax matters had been declared by the South African Revenue Service to be in 
order, as required by SCM regulation 43. 

Environmental management 

49. The municipality did not exercise its legislative and executive authority of managing, 
monitoring and enforcing environmental related bylaws to promote a safe and healthy 
environment as required by section 1 1 (3)(l) and (m) of the MSA. 

50. The municipality's operational activities at its waste disposals sites contravened or failed to 
comply with the requirements of the waste management norms and standards as prescribed 
by sections 67(1)(f) and (h) of the NEMWA. 

51 . The municipality’s waste management and disposal activities contravened or failed to comply 
with the requirements of section 28(1) of the NEMA, section 19 of the NWA and sections 
16(1)(c) and (d) and 26(1 )(b) of the NEMWA. 

Internal control 


52. I considered internal control relevant to my audit of the financial statements, the annual 
performance report and compliance with legislation. The matters reported below are limited to 
the significant internal control deficiencies that resulted in the basis for the disclaimer of 
opinion, the findings on the annual performance report and the findings on compliance with 
legislation included in this report. 

Leadership 

53. The municipality’s management did not address its capacity constraints in key areas such as 
financial and performance management. As a result of this there is a lack of adequate internal 
controls resulting in the qualifications, findings on performance information and non- 
compliance findings. The lack of internal controls is preventing the municipality from 
maintaining the previously improved audit outcome and it cannot merely rely on the use of 
consultants without addressing the deficiencies in internal controls. 

Financial and performance management 

54. The municipality did not implement a proper record keeping system to ensure that complete, 
relevant and accurate information is accessible and available to support financial, performarice 
reporting and compliance with laws and regulations. Management’s internal controls over the 
preparation of financial statements were not adequate to prevent material misstatements. 
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Governance 

55. The shared internal audit and audit committee were not active for the year. It did not assist the 
municipality to improve on its internal controls. Council did not hold the audit committee 
adequately accountable to ensure that it delivers on its objective. 

Potchefstroom 
30 November 2016 
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